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Page 2 
All values in million U.S.$ 
KEY ECONOMIC INDICATORS: UNITED KINGDOM 
Exchange rate as of Dec.18, 1971: 
US $1.00 = 38.3 new penc ai 
Item, and date of most recent 4, of 
data shown in parentheses 1969 1970 1971 change“4 growth?/ 
INCOME , PRODUCTION, Lone 
GDP at Current Prices (3973) 92,582 101,537 82,807. 12.1 8.7 
GDP at 1963 Prices (3Q71)= 75,950 77,357 58,114 of os 
Per Capita GDP (000) 1,667 1,823 1,486 12.1 8.7 
Plant & equipment investment 
1963 prices (2Q71) 6,142 6,511 35327 0861.7 -3.9 
Indices: 
Industrial Production 
(1963=100) (10/71) 5/ 122.9 124.1 125.5 =.6 ak 
Avg. Labor Productivity— ' 
(1963=100) (3Q71) 124.9 128.2 136.5 6.1 4.4 
Basic Hourly Wage Rate (1/56=100) 
(10/71) n.s.a. 6/ 197.4 217.7 252.4 10.3 12.2 
Personal Income (39/71)— 92,832 102 ,233 82,822 9.5 8.0 
Wholly unemployed—(12/71) (000) 535 574 862 46.3 46.3 
MONEY AND FRIGES 
Money Supply2/ (30/71) (millions) 38.5 41.1 46.0 10.5 9.4 
Central Govt, Borrowing Requirement 
(3Q) 10/ -2,669 -307 670 -- -- 
External Debt— (3Q/71) 6,394 3,286 996 -- -- 
Bank Rate (1/72) 8 7-7% > we =e 
Indices: 
Retail Sales (1966-100)(11/71) 103.0 104.2 —.F 235 “3 
Wholesale Prices (1963=100) 
(12/71) n.s.a. 119.8 127.7 140.6 6.9 7.9 
BALANCE OF PAYMENTS & TRADE 11/ 
Gold & For.Exch.Reserves(12/71) 2,527 2,827 6,413”- 126.8 126.8 
Total Currency, Flow,nsa(3Q/71) 1,783 3,089 5,460 142.0 135.7 
Trade Balance— (3Q/71) 1,056 1,469 1,656 70.8 50.3 
Exports,fob (11/71)nsa 17,614 19,351 19,973 13.4 12.6 
U.S. Share 12.4 11.7 11.8 -- -- 
Imports,cif (11/71) 19,956 21,725 21,533 8.7 8.1 
U.S. Share 13.6 13.0 11.1 -- -- 
Main Imports from U.S. 
Non-electric machinery 525 674 554 -11.6 -10.4 
Electrical machinery 239 258 200 -16.5 -15.6 
Transport equipment 480 199 220 3:9 2s 
Cereals & Cereal Preparations 123 166 157 9.5 3.4 


Sources: Monthly Digest of Statistics, Economic Trends, Financial Statistics, 
Bank of England Bulletin, and Overseas Trade Statistics of the U.K. 


Footnotes: see page 3. 
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Footnotes: 

1/ ‘For purposes of converting pound sterling into dollar 
values the rate of $2.40 = bl has been used rather than 
the new middle rate. 

2/ + For money values this has been calculated by cumulating the 
total for the year to the latest data and comparing with 
comparable value in 1970. For index numbers, latest 
figure is compared with same date for previous year. 

3/  +For money values, total to latest date has been annualized 
and compared with 1970 total. For index number, average 
level for year to date compared to 1970 average level. 

4/ Expenditure basis at factor cost. 

5/ Production industries at 1963 prices. 

6/ Before adjusting for depreciation and stock appreciation. 

7/ Monthly average or level for Great Britain. 

8/ Amounts outstanding at end of period or quarterly average. 

9/ Minus equals debt repayment. 

10/ Medium and short term debt to IMF and central monetary 
institutions. 

11/ Includes valuation of gold and SDR's at $38. 

12/ Visible plus invisible. 
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Summary: 


The U.K. is experiencing a period of relatively rapid 
economic growth led by consumer expenditures and exports. 
Despite a growth rate approaching 5%/year in the 2nd half 
of 1971, unemployment continued to rise as de-stocking 
limited the increase in industrial production. Wage and 
price pressures have moderated somewhat but increases 
are still higher than other major industrial countries. 
The balance of payments strengthened in 1971 with the 
current account surplus reaching about $2.5 billion as 
the trade surplus grew. 


Prospects for the lst half 1972 are generally considered 
good, although the growth rate is expected to slow from the 
2nd half 1971 pace. Consumer expenditures and exports 
are expected to continue as the main stimulative factors 
with private non-residential investment the weak spot. 
Unemployment is expected to decline only moderately. 

Price and wage inflation should moderate further with the 
balance of payments continuing strong albeit with a some- 
what weaker current account surplus. As a result of faster 
U.K. growth and improved U.S. competitiveness due to 
exchange rate realignment, U.S. export performance in 

1972 should improve. 








A. THE CURRENT ECONOMIC SITUATION AND TRENDS 


Rapid Growth in 2nd Half 


As a result of the substantial reflationary measures 
taken by the government thir year, the United Kingdom is 
presently experiencing a relatively rapid rate of real 
growth. From depressed first half levels, real GDP 
increased at an annual rate of 54% in the 3rd quarter. 

This reflected buoyant consumer spending, especially 

for durable goods, due to indirect tax cuts and elimination 
of instalment credit controls. Real consumer spending rose 
by 14% in the 3rd quarter as real personal disposable income 
increased by 1.8%. Exports of goods and services also rose 
sharply, with a volume increase of 14%, after adjusting lst 
and 2nd quarter results for the impact of the postal strike. 
Evidence for the 4th quarter suggests that rapid growth 
continued so that a 5% annual rate of growth in GDP in the 
2nd half of 1971 is likely. 


Despite this rapid increase in aggregate demand, 
unemployment continued to rise sharply, with the total 
registered unemployed nearing 1 million by year's end 
while the wholly unemployed in Great Britain totalled 
862,000, or 3.8% of the work force. The increase in 
unemployment reflects both the normal lag between increased 
demand and higher output and the shakeout of labor due to 
higher wage costs. The lag in the output response has been 
greater than normally expected due to an unprecedented 
decline in stocks. Industrial output in the 3 months to 
October was only 1% above the lst half average while stocks 
dropped $50 million (at 1963 prices) in the 3rd quarter. 


Investment Remains Weak but Balance of Payments Strong 


Non-residential private investment remains the weakest 
element in aggregate demand. Total real gross fixed capital 
spending failed to rise in the 3rd quarter, although real 
fixed manufacturing investment registered 5% growth to 
$950 million, primarily on the strength of a $40 million 
increase in plant and equipment expenditures to $710 million. 
Total private plant and equipment spending rose 4.7% to 
$1,020 million. The government has brought forward capital 


projects by the nationalized industries and spurred road- 
building in an effort to help the hard hit engineering 
industries. However, the latest manufacturing investment 
intentions survey points to a 3% decline in manufacturing 
investment in 1972 following on the heels of an expected 
1971 fall’ of 5%. 


Britain's balance of payments continued to strengthen 
in 1971. The current account registered a $820 million 
surplus in the 3rd quarter, on top of a first half surplus 
of $835 million. A $2.5 billion current surplus for 1971 
is now anticipated, reflecting a sharply improved trade 
surplus and continuing strong invisible earnings. 


Through November, exports totalled $19.9 billion, up 
13.4% from the comparable 1970 period. Most of the rise 
reflects higher prices but volume also rose significantly. 
Exports to the U.S. rose 15.5% to $2.4 billion. Due to 
the stagnant state of output, imports were up only 8.7% 
to $21.5 billion during the same period, equally reflecting 
price and volume rises. Imports from the U.S. totalled 
$2.4 billion, down 7.3%. 


In addition to the strong current account, large 
short-term capital inflows occurred in the 3rd quarter 
bringing the total currency inflow to $1.6 billion. These 
inflows continued up to the time of the monetary settlement 
in which Britain maintained the sterling price of gold, 
thus revaluing against the dollar by 8.6%. Britain's 
middle rate is now $2.6057 to the pound, with the dealing 
margins being widened to 2%% (i.e., $2.5471 - $2.6643). 


Wage and Price Inflation Moderates 


The pace of wage and price rises has slowed in recent 
months but the rate of increase still exceeds the pace in 
the other major industrial countries, according to OECD 
studies. Due in part to cuts in purchase tax and SET, 
the year-on-year increase in retail prices for November 
was down to 9.2% from a 10.3% peak during the summer. 

The CBI initiative to limit price rises to 5% or less 
also aided in limiting the rise in wholesale prices to 
less than 1% in the July-November period, with the year- 
on-year increase for November of 6.5%, down substantially 
from earlier in the year. 








Wage rates and earnings show a similar, though less 
pronounced, trend but the latter is affected by reduced 
employment and overtime pay. Basic hourly wage rates in 
November were 10.3% up on a year earlier compared to 13% 
increases registered earlier in the year. Average earnings 
were up 9.4% in the year to October, compared to 11% 
earlier.With productivity rising sharply as output picks up, 
and wage demands moderate, unit labor costs have improved. 
Although the number of working days lost due to strikes was 
a record in 1971, the pace has slowed considerably in the 
latter half of the year. 


Prospects for 1972 


The general consensus among economic forecasters is 
that the present rapid growth will continue into 1972, 
albeit at a somewhat diminished pace. While there are 
differences among the forecasters on the magnitude of the 
growth rate in the first half of the year, the expectation 
is that the government's goal of 4-4%% real growth in the 
year to mid-1972 will be achieved. 


Consumption expenditures and exports are expected to 
continue as the main stimulative forces with private non- 
residential investment remaining weak. Imports are also 
forecast to pick up, especially in the latter half of the 
year, as output rises and re-stocking takes place. A 
strong current account surplus is anticipated but with 
some decline from 1971 levels. 


A further slowing of price inflation is also predicted 
with the increase in the consumer price index falling to 
the 6-8% range. Most, however, are skeptical about a 
further significant decline in wage settlements with a 12% 
rise in the wage and salary bill a frequent forecast. 
Improved productivity from higher turnover is thus the 
chief factor in slowing inflation. 


Despite the rapid growth in demand, unemployment is 
expected to fall slowly with a substantial impact only 
beginning to occur towards the end of 1972. Some fears 
have been expressed that Britain will have to learn to 
live with a permanently higher level of unemployment. 


B. IMPLICATIONS FOR THE UNITED STATES 


As a result of the exchange rate realignment announced 
on December 16, the middle rate for sterling against the 
dollar is now $2.6057. This represents a 7.9% reduction in 
the pound price of the dollar. Initially the pound has been 
near its new floor so that the competitive impact of the 
exchange rate change is closer to 6%. This should, in con- 
junction with other exchange rate changes, result in a sub- 
stantial improvement in U.S. competitiveness in the British 
market. Combining the exchange rate changes with faster 
economic growth in the U.K. should make the prospects for 
U.S. exports more favorable than they have been for years. 


A major part of the government's reflationary program 
has focussed on Consumer spending with the greatest impact 
having been felt in the durable goods field. There are 
signs that spending is beginning to pick up in other areas, 
thereby presenting more widespread market opportunities. 


With excess capacity still great, private investment 
prospects remain depressed. However, the government has 
speeded up the investment programs of the nationalized 
industries, which may increase demand for sophisticated 
heavy machinery. A renewal of stockbuilding can also be 
anticipated with favorable effects on demand for imported 
raw materials and semi-finished goods. 


Specific industries of interest to U.S. producers 
include: 


1) Mechanical Engineering. In the past year, this 
sector has displayed a very mixed picture ranging from a 
boomlet in the auto industry to a rather serious recession 
in the machine tool.sector. Because of the government's 
action in reducing purchase tax and liberalizing hire- 
purchase conditions on motor vehicles last year, there 
occurred a surge of buying on the part of consumers 
(including purchases of passenger vehicles by corporations 
with large fleets of cars used for commercial purposes or 
as perquisites), which sparked full production runs by the 
big four automotive makers as well as surprising recoveries 
on the part of accessories and OEM-component manufacturers, 
which had only six months to a year ago been experiencing 
a severe recession. The outlook for passenger vehicles, 
accessories, and components should continue to be very 
good this year. 
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One of the most depressed sectors in the U.K. economy 
today is the machine tool industry and the outlook for 1972, 
even if orders were to start flowing in now, is very black 
for the next 9 to 12 months at least. American machine 
tool manufacturers are already strongly represented through 
subsidiaries in the U.K. and the chances of further increases 
in the U.S. share of this market in 1972 are not particularly 
bright. 


Mixed outlooks appear to be in store for the food 
machinery, printing and packaging machinery, processing 
plant, and for the hotel and catering areas where there will 
continue to be good opportunities for business in selective 
lines. There is much, but: largely undefined, interest in 


-new products and trends relating to pollution, the environ- 


ment and ecological problems. American manufacturers with 
new products in the environmental field could probably 
cultivate new markets here. 


2) Aero and Electronics. Most U.K. observers agree 
that 1972 may be somewhat better than 1971 in the aero and 
electronics industries but mostly because 1971 was a bad 
year. As of this writing, however, firms are still waiting 
for growth rates to accelerate. 


A quick look at the prospects for the electronics 
industry shows only communications to be looking toward 
continuing profitable growth, with the other major fields 
of components, avionics, computers and instruments (including 
control) having mixed or gloomy short-term prospects. 


Communications equipment enjoys the continuing benefit 
of heavy annual Post Office expenditures estimated at 
125 million pounds per year. The electronic components 
industry may be facing another price war over MOS technology 
and will in any event be very highly competitive. Upward 
prospects for avionics depends upon more aircraft orders, 
not presently in sight. Instruments and control devices 
are largely dependent upon an upturn in capital expenditures. 
Computers are perhaps the gloomiest part of the U.K. 
electronics industry, with the knowledgeable Electronics 
Weekly predicting that "Only expensive failures will spice 
the drab months ahead". 
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3) Agriculture. Prospects for exports of U.S. agri- 
cultural commodities to the UK during the first half of 1972 
are for a decline overall from the same six months of 1971. 
The decline will be due mainly to a fall in U.K. import 
demand for grains; while corn should recover a little, wheat 
exports will be down substantially from last year's excep- 
tional shipments. Increased minimum import prices for grains 
and a large 1971 harvest are also inhibiting U.S. grain 
exports. The failure of the U.K. livestock sector to 
expand will prevent feedgrain demand from rising and could 
limit demand for soybean meal. Demand for soybeans for oil 
should be strong in view of the current level of world 
vegetable oil prices and shortage of butter fat. A stand- 
still in U.K. red meat production and world shortage of red 
meats should raise demand for U.S. offals. The world 
shortage of dairy products led the U.K. Government to 
sanction imports of butter from non-quota countries such 
as the U.S. Substantial amounts have already been sold 
under the CCC export sales program and U.S. butter exports 
should continue in 1972. The replacement of veterinary 
restrictions by minimum import prices on poultry meat from 
the U.S. has not yet significantly affected U.S. exports 
which are marginal. U.K. poultry production is recovering 
from the Newcastle disease epidemic and prices in recent 
months have been lower than last year, limiting opportunities 
for U.S. exports. The outlook for tobacco is uncertain, 
and it is doubtful that exports will be greater than in the 
first six months of 1971, depending on whether or not imports 
from Rhodesia resume. While total U.K. cotton imports will 
continue to decline, those from the U.S. should be about 
the same as in 1971. U.S. rice exports will most likely 
face increasing competition from subsidised EC shipments. 


4) Coal. The coalminers' strike which began January 9 - 
Britain's first national coal strike since 1926 - may determine 
how much American coal is exported to Britain in 1972. The 
U.K. would ordinarily be self-sufficient in non-coking coal 
requirements, and has healthy stocks at the moment, but may 
have to import if the strike lasts too long. As for coking 
coal, Britain bought about 360,000 tons of coke from 
the U.S. in 1971, and the same order of magnitude is expected 
for 1972 unless the figure is lower because of cheaper prices 
from the Australians or higher because of the strike. As 
of this past November, 150,000 tons of American coking coal 
had been ordered for delivery in 1972. 
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5) Chemicals. The U.K. needs a general economic upturn to 
save its own chemical industry from another disastrous year 
like 1971. From January to September 1971, raw material 

and fuel costs went up 9.5% while chemical prices rose only 
8%. During that same period, ICI's pretax profit declined 
almost 6%. In the 12 months ending September 1971, U.K. 
chemical output growth was less than .5%. A volume increase . 
is needed for the coming year, especially in capital-intensive 
areas (plastics and organics). 







































This situation bodes badly for U.S. chemical exports to 
the U.K. Bad times in the domestic market mean the industry 
is plagued with overcapacity - especially in the petro- 
chemical sector. The result is that importers into the 
U.K. will have a hard time getting under domestic prices. 
And the British industry will be more on the alert than 
usual for instances of dumping in its home market. 


Overcapacity also means that British producers will be 
putting extra effort into their own exporting. British 


exports are, in fact, growing at a much faster rate than 
imports. 


6) Paper, Pulp & Board, Uncertainty characterizes this 
sector of American industry as far as the U.K. - and the 
entire Common Market - are concerned. The question is 
whether the EEC will grant preferential status to the EFTA 
non-applicants, two of which - Sweden and Finland - compete 
with the American industry for the European paper and board 
market. If special status is granted these countries, the 
resultant disadvantage could drive American paper exports 
out of Europe altogether according to the American Paper 
Institute. On the other hand, the loss by Canada of her 
Commonwealth preference at Britain's entry into the EEC 
will remove the advantage that country formerly enjoyed 
over us vis-a-vis England. 


7) Particular Opportunities. The proposed (but only partly 
approved) expansion of the British Steel Corporation over the 
next ten years provides possible work for American 
constructional engineering companies. 


Another opportunity is provided by the discovery of oil 
in the North Sea. American technology is admitted to be | 
necessary here, and at least one large Scottish company is 
already anxious to represent American suppliers of rigs and 
other equipment. 
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